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NOTE 1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
The following is a summary of the significant accounting policies followed in the preparation of 
these financial statements: 
 
Entity 
 
The Gladwin City Housing Commission Public Housing, herein after referred to as the “Housing 
Commission”, is a component unit of the City of Gladwin, Michigan as defined by the 
Governmental Accounting Standards Board’s (GASB) Statement No. 14, The Financial 
Reporting Entity and Statement of Michigan Governmental Accounting and Auditing No. 5, 
which define the reporting of primary government and component unit activities.  The basic 
criterion for being considered a component unit is the exercise of financial responsibility over 
such a unit by a primary government, the appointment of the unit’s governing board by a primary 
government, the designation of management by a primary government, or the ability to exert 
significant influence on the budget and operations of the unit by a primary government.  As a 
result of being identified as a component unit, the Commission’s financial records have been 
included as a discretely presented component unit in the general purpose financial statements of 
the City of Gladwin. 
 
These financial statements include all activities of the Housing Commission, which includes an 
elderly housing program (50 units) and a family program (20 units).  These programs receive 
subsidies and annual contributions from the Department of Housing and Urban Development 
(“HUD”). 
 
Basis of Presentation 
 
Basis of accounting refers to when revenues and expenses are recognized in the accounts and 
reported in the general purpose financial statements.  The funds of the Commission use the 
accrual basis of accounting, a flow of economic resources measurement focus.  All assets and 
liabilities associated with the operation of these funds are included on the balance sheet.  
Operating statements present increases (revenues) and decreases (expenses) in total fund equity.  
In accordance with GASB Statement Number 20, the Commission’s funds have applied all 
applicable GASB pronouncements as well as all Financial Accounting Standards Board (FASB) 
Statements and Interpretations issued after November 30, 1989 unless FASB pronouncements 
conflict or contradict GASB pronouncements. 
 
Prepaid Expenses 
 
The Housing Commission follows the practice of recording as prepaid expense those payments 
that are for services that benefit periods subsequent to the financial statement date.  
 
Encumbrances 
 
Encumbrances for the recognition of commitments to unperformed contracts are not recorded. 
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NOTE 1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Administration Expense 
 
Expenses incurred by the Housing Commission for administration of the programs are allocated 
to the separate programs based on the HUD approved budget. 
 
Compensated Absences 
 
The Housing Commission records a liability for compensated absences for any employee 
vacation, sick time or other benefits which meet the requirements for recording of a liability. 
 
Property and Equipment and Depreciation 
 
Property and equipment are stated at cost.  Major improvements and renewals are capitalized 
while ordinary maintenance and repairs are expensed.  Management annually reviews these 
assets to determine whether carrying values have been impaired.  Depreciation is computed using 
the straight-line method over the estimated useful lives of the related assets, which range from 5 
to 40 years. 
 
Use of Estimates 
 
The process of preparing financial statements requires the use of estimates and assumptions 
regarding certain types of assets, liabilities, revenues, and expenses.  Such estimates primarily 
relate to unsettled transactions and events as of the date of the financial statements.  Accordingly, 
upon settlement, actual results may differ from estimated amounts. 
 
Property Tax Calendar 
 
The Housing Commission receives no support from property tax collections.  Therefore, no 
property tax calendar is presented. 
 
Reclassification of Financial Statement Presentation
 
Certain reclassifications have been made to the June 30, 2003 financial statements to conform 
with the June 30, 2004 financial statement presentation.  Such reclassifications have had no 
effect on the change in net assets as previously reported. 
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NOTE 2.  CASH AND CASH EQUIVALENTS 
 
Michigan Compiled Laws, Section 129.91, authorizes the Housing Commission to deposit and 
invest in the accounts of federally insured banks, credit unions, and savings and loan 
associations; bonds, securities and other direct obligations of the United States, or any agency or 
instrumentality of the United States; United States government or federal agency obligation 
repurchase agreements; banker’s acceptance of United States Banks; commercial paper rated 
within the two highest classifications, which mature not more than 270 days after the date of 
purchase; obligations of the State of Michigan or its political subdivisions which are rated as 
investment grade; and mutual funds composed of investment vehicles which are legal for direct 
investment by local units of government in Michigan.  Financial institutions eligible for deposit 
of public funds must maintain an office in Michigan. 
 
The Housing Commission has designated one bank for the deposit of its funds.  The investment 
policy adopted by the Housing Commission in accordance with Public Act 196 of 1997, has 
authorized investment in (a) bonds, securities, and other obligations of the United States or an 
agency or instrumentality of the United States; (b) certificates of deposit, savings accounts, 
deposit accounts, or depository of a financial institution; (c) commercial paper rated at the time 
of purchase within the 2 highest classifications established by not less than 2 standard rating 
services and that matures not more than 270 days after the date of purchase; (d) repurchase 
agreements consisting of instruments listed in (a); (e) banker’s acceptances of United States 
Banks; (f) obligations of this state or any of its political subdivisions that at the time of purchase 
are rated investment grade by not less than 1 standard rating service; (g) mutual funds registered 
under the investment company act of 1940, title 1 of chapter 686; (h) investment pools through 
an inter-local agreement under the urban cooperation act of 1967, PA 7; (i) investment pools 
organized under the surplus funds investment pool act of 1982, PA 367; (j) the investment pools 
organized under the local government investment pool act of 1985, PA 121.  The Housing 
Commission’s deposits and investments are in accordance with statutory authority. 
 
At June 30, 2004 and 2003, the bank balances of the Housing Commission were $253,754 and 
$207,961, respectively; $100,000 of these amounts were covered by federal depository 
insurance. 
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NOTE 3.  LAND, STRUCTURES, AND EQUIPMENT 
 
The following is a schedule of land, structures, and equipment as of June 30, 2004 and 2003: 

 
  6-30-2003  

 
Additions  

 
Deletions  6-30-2004 

Low Rent Program         

Land   $   191,951 $          -    $          -    $     191,951 

Site Improvements  132,836 -  -  132,836 

Buildings  1,647,077 -  -  1,647,077 

Building Improvements  242,663 -  -  242,663 

Nondwelling structures  69,776 -  -  69,776 

Dwelling equipment 
nonexpendable  

 
102,297 

 
74,176  

 
- 

 
 

 
176,473 

Office furniture and 
equipment  53,456 -  -  53,456 

Total  2,440,056 74,176  -  2,514,232 

Less: Accumulated 
Depreciation  1,616,449 68,174  -  1,684,623 

Net Book Value  $   823,607 $    6,002  $          -  $     829,609 
 
NOTE 4.  RISK MANAGEMENT 
 
The Housing Commission is exposed to various risks of losses related to torts; theft of, damage 
to, and destruction of assets; errors and omissions; injuries to employees; and natural disasters.  
The Housing Commission manages risk through the purchase of commercial insurance. 
 
The Gladwin City Housing Commission is a member of the Housing Authority Risk Retention 
Group (HARRG) and the Housing Authority Property Insurance Group (HAPI).  HARRG and 
HAPI are public entity risk pools.  Public entity risk pools are cooperative groups of 
governmental entities joining together to finance an exposure, liability, or risk.  Liability 
insurance is provided to the Housing Commission by HARRG and property insurance is 
provided by HAPI.  More specifically, HARRG is classified as a risk sharing pool, which is an 
arrangement by which government’s pool risks and funds and share in the cost of losses.  HAPI 
is an insurance purchasing pool, which is an arrangement by which governments pool funds or 
resources to purchase commercial insurance products.  HAPI buys property and casualty 
insurance from the Travelers Indemnity Company who reinsures the coverage with the American 
Reinsurance Company. 
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NOTE 4.  RISK MANAGEMENT (Continued) 
 
To be a part of HAPI and HARRG, the Housing Commission was required to make an initial 
surplus contribution.  Premiums are then paid to the pools throughout the year to remain a 
member.  Additional surplus contributions may be required by the pools in order to maintain 
adequate surplus to premium ratios for each member.  HAPI and HARRG keep record of surplus 
accounts for each member.  These accounts include initial and additional surplus contributions 
plus any dividends declared or paid to the member and any other adjustments for earnings and 
losses based upon a member's underwriting experience.  Upon withdrawal, the Housing 
Commission would be entitled to receive total surplus contributions paid in over a five year 
period or to leave its surplus account with the pools and share in all allocations as if it were still a 
member. 
 
NOTE 5.  PENSION PLAN 
 
The Gladwin City Housing Commission provides a retirement benefit for its employees.  On 
January 1, 1989, the Gladwin City Housing Commission adopted the Gladwin City Housing 
Commission Deferred Compensation Plan and the Gladwin City Housing Commission Section 
457 Plan to provide this benefit.  On November 11, 2003 the Gladwin City Housing Commission 
adopted Resolution #03-7, which terminated these plans, and then adopted Resolution #03-8, 
establishing a defined benefit pension plan through the Municipal Employees’ Retirement 
System of Michigan (MERS).  Assets of the previous plans were transferred to the new plan.  
For the years ended June 30, 2004 and 2003, the Housing Commission paid pension costs 
totaling $5,997 and $6,823, respectively. 
 
NOTE 6.   CURRENT VULNERABILITY DUE TO CERTAIN CONCENTRATIONS 
 
The Housing Commission’s operations are concentrated in the multifamily real estate market.  In 
addition, the Housing Commission operates in a heavily regulated environment.  The operations 
of the Housing Commission are subject to the administrative directives, rules and regulations of 
federal, state, and local regulatory agencies, including, but not limited to, HUD.  Such 
administrative directives, rules and regulations are subject to change by an act of state or federal 
legislature or an administrative change by HUD.  Such changes may occur with little or 
inadequate funding to pay for the related costs, including additional administrative burden, to 
comply with a change. 
 
NOTE 7.   FEDERAL GRANTS 
 
The Housing Commission’s expenditures under federal grant programs did not exceed $500,000 
for the year ended June 30, 2004; therefore, the Housing Commission was not subject to a Single 
Audit as required by OMB Circular A-133. 
 
 
 
 


















